PHI LI PPI NES ECONOM C & FI NANCI AL WWRAP- UP
SEPTEMBER 22 - OCTOBER 05, 2001

The peso generally depreciated over the past two trading
weeks of Septenber 24 - Cctober 5, which traders partly
attributed to weaker regional currencies. Manwhile,
Treasury bill rates increased across all nmaturities
during the Septenber 24 and Cctober 1 primary auctions,
while the Philippine stock price index drifted further to
new t hree-year lows. W also report on the |atest export
figures -- which showed Philippine export revenues down
25. 8% year -on-year in August, follow ng through
successi ve declines since February 2001. On a nore
positive note, President Macapagal -Arroyo signed an anti -
nmoney | aundering | aw on the eve of the Septenber 30

deadl ine set by the Financial Action Task Force. Year-
on-year consuner price inflation also slowed to 6.1%in
Septenber (a ten-nonth low), and the Philippines and the
U S recently forged a bilateral agreenent which wll
allow the Philippines to ship out hazardous wastes to the
United States. End Sunmary.

These weekly reviews are avail able on the Enbassy’s web
site (http://usenbassy.state.gov/manila). Qur next
update will be submtted on or about OCctober 19. W
provide a |onger and nore detail ed review of the

Phi | i ppi ne econony in our thrice-yearly Philippine
Econom ¢ Qutl ook, which is also avail able on our web
Site.

Forex Report

Credit Market Report

Stock Market Report

Pres. Macapagal -Arroyo Signs Anti-Mney Laundering Law
August Export Update: Sl unp Conti nues

Sept enber Year-on-Year Inflation Slows to 6.1%



GOP- US Forge Agreenent on Shi pnment of Hazardous WAstes

FOREX REPORT

The peso traded in the P51.24-P51. 40/ US$ range nost of
Sept enber 24-28 and slipped to a weaker P51.35-P51. 61/ US$
tradi ng band during Cctober 1-5. Traders said that
weakeni ng regional currencies, nonth- and quarter-end
commercial demand, and |limted new forei gn exchange

i nfl ows exerted downward pressure on the Philippine
currency. Runors persisted that the peso woul d have been
weaker were it not for intermttent Bangko Sentral ng
Pilipinas (BSP, central bank) foreign currency sales in
the inter-bank foreign exchange nmarket. The peso cl osed
at P51.57/US$ on Cctober 5 -- 0.7% weaker than its
closing level two Fridays ago (i.e., P51.23/US$ on

Sept enber 21).

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
AUG 27 51.176 51. 130 113.0
28 51. 106 51. 200 59. 4
29 51. 207 51. 190 90. 3
30 51. 210 51. 215 55.5
31 51. 017 50. 935 107.5
SEP 03 51. 005 51. 040 72.5
04 51.078 51. 150 107.0
05 51. 216 51.170 77.5
06 51. 311 51. 335 96.0
07 51. 345 51. 380 77. 2
SEP 10 51. 285 51. 230 75.0
11 51. 299 51. 300 89.0
12 51. 180 51. 230 32.3
13 51. 269 51. 280 74.0
14 51. 258 51. 300 39.5

SEP 17 51. 206 51. 260 60.

(62



18 51. 375 51. 370 81.5
19 51. 393 51. 400 73.5
20 51. 373 51. 290 81.5
21 51. 268 51. 230 19.5
SEP 24 51.194 51. 185 104.8
25 51. 282 51. 240 68. 1
26 51. 289 51. 340 88. 3
27 51. 355 51. 365 94.4
28 51. 348 51. 320 73.0
OCT 01 51. 371 51. 400 61.0
02 51. 580 51. 600 113.0
03 51. 598 51. 575 95.6
04 51. 587 51. 540 98.7
05 51. 532 51. 565 66. 5

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

All T-bill maturities inched up during the Treasury
Bureau's weekly (Monday) primary auctions on Septenber 24
and Cctober 1. The benchmark 91-day Treasury bill (which
had averaged 9.467% on Septenber 17) had increased by a
cunmul ative 26.3 basis-points to 9.730% by Oct ober 1.
Rates for the 182 and 364-day bills also noved up after
softening for two successive auctions. The average rate
for the 182-day bills increased by a total 31 basis-

poi nts between Septenber 17 (11.629% and COctober 1
(11.939% . Average rates for the 364-day bills increased
by 12.5 basis-points from 12.544% on Septenber 17 to

12. 669% on Septenber 24, and the Treasury rejected al
bids for the 364-day bills as "too high" during the
government's Cctober 1 auction. Treasury officials
attributed the higher bids to the Philippine Mnetary
Board's decision to adopt a neutral interest rate stance
despite a 50 basis-point rate reduction by the U S
Federal Reserve Open Market Comm ttee (FOMCO)

The Philippine Monetary Board eventual ly sl ashed Bangko
Sentral ng Pilipinas (BSP, central bank) overnight rates
by 25 basis-points effective October 5, follow ng anot her
50 basis-point reduction by the U S. FOMC in early



Cct ober and rel ease of |ower Philippine inflation nunbers
for Septenber. This represents the first BSP interest-
rate cut since May 2001 and nmay give Treasury rates room
to soften in the com ng week.

Auction Date 91 days 182 days 364 days
AUG 06 no sal es no sal es no sal es
AUG 13 9. 652 11.525 12. 557
AUG 20 9. 590 11. 659 12. 798
AUG 27 9.576 11. 940 12. 950
SEP 03 9.521 11. 962 12. 819
SEP 10 9. 454 11. 803 12. 689
SEP 17 9. 467 11.629 12. 544
SEP 24 9.577 11. 767 12. 669
OCT 01 9.730 11. 939 no sal es

Source: Bureau of the Treasury

Prime Lendi ng Rates of 14 Expanded Conmercial Banks

Dat e of Survey Aver age Range

AUG 02 12. 8134 10.50 - 14. 215
AUG 09 12. 8318 10. 50 - 14. 215
AUG 16 13. 0594 11.00 - 14.652
AUG 23 12. 9746 11.00 - 14.590
AUG 29 12. 9726 11.00 - 14.590
SEP 06 12. 8884 11.00 - 14.590
SEP 13 12. 8746 11.00 - 14.590
SEP 20 12. 8561 11.00 - 14. 467
SEP 28 12. 8915 11.00 - 14.577
OCT 04 12. 9743 11.00 - 14.730

Sources: Bangko Sentral ng Pilipinas; Press reports



The Philippine stock market drifted further down over the
past two trading weeks in the absence of any significant
mar ket -spurring news. Equities traders also cited
deepening worries over econom c growh prospects in the
aftermath of the Septenber 11 terrorist attacks on the
United States. By October 2, the Phisix had cl osed bel ow
the 1,100 mark for the first time since m d-Septenber
1998. The Phisix closed at 1,088.44 on Cctober 5, down
6.4%fromits 1,162.85 closing | evel on Septenber 21.
(See Section Il for detailed stock market data).

Internal problens in the Philippine Stock Exchange (PSE)
did not help an already floundering market. PSE s board
of governors ousted the bourse's president Ranon Garcia
inits Septenber 26 board neeting. The forner president
of the exchange had figured in an altercation with the
devel opers of the Fort Bonifacio Gobal Cty over a
property donation agreenent which the |atter had wanted
to nodify. The chairman of the property devel opnent
conpany (who was al so a nenber of the PSE board) had
resigned earlier in reaction to the issuance of a
"derogatory" press release by the exchange's president --
all egedly issued at a tinme when both groups were nearing
a conprom se agreenent. A nunber of stock brokerage
officials interviewed by the nmedia were not happy with
the ouster of Garcia, who had assuned the PSE presidency
at a time when the exchange was struggling to shake off
the stigma of the BW Resources stock market scandal
According to sone reports, PSE s ex-president may contest
the board decision. On the other hand, PSE officials
said in nore recent nedia interviews that they expected a
new presi dent onboard by the end of this nonth.

Phi |'i ppi ne Stock Exchange | ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
AUG 27 1287. 48 241
28 1282. 49 402
29 1270. 57 232

30 1262. 91 396



31 1265. 44 477

SEP 03 1253. 61 226
04 1252. 58 359
05 1254. 33 296
06 1283. 74 525
07 1297. 35 419
SEP 10 1297. 19 406
11 1294. 09 453
12 1241. 39 624
13 1243. 76 184
14 1236. 42 294
SEP 17 1178. 11 459
18 1206. 38 258
19 1187. 05 157
20 1177.53 227
21 1162. 85 445
SEP 24 1145. 09 366
25 1161. 74 5,997 a/
26 1144. 28 587
27 1141. 59 260
28 1126. 63 398
OCT 01 1125. 06 228
02 1105. 01 130
03 1089. 28 278
04 1094. 93 427
05 1088. 44 535
a/l O which nore than P5.5 billion represented several

bl ock sal es of Republic Cenent Corp. (controlled by
French firm Lafarge); analysts said there were reports

t hat Republic Cement and another foreign-controlled |ocal
cenment conpany were wor ki ng towards consolidating
donesti c operations.

Source: Philippine Stock Exchange

PRES. MACAPAGAL- ARROYO SI GNS ANTI - MONEY LAUNDERI NG LAW



Culmnating a nonth-long effort, President Macapagal -
Arroyo signed into law a bill crimnalizing noney

| aundering on the eve of the Septenber 30 OECD s

Fi nanci al Action Task Force (FATF) deadline for passage
of legislation. The |egislation addresses the five areas
of concern identified by the FATF by crim nalizing noney
| aundering; rel axi ng bank secrecy |aws; establishing a
suspi ci ous transactions reporting system granting

adm ni strative powers to freeze accounts; and all ow ng
for mutual foreign assistance in the fight agai nst noney
| aundering. Passage of the |legislation was a successful
el event h-hour effort driven by a desire to avoid

i nternational sanctions and by an effective Macapagal -
Arroyo adm nistration-led strategy to get the private
sector and the Congress onboard. Passage of the

| egi sl ati on suspends the application of counterneasures
until the FATF has an opportunity to reviewthe lawto
ensure it neets the Goup's criteria. Avoiding
count er measures does not renove the Philippines fromthe
FATF' s |list of non-cooperative countries, which would
depend on a review of the law s inplenentation.

AUGUST EXPORT UPDATE: SLUMP CONTI NUES

The | atest available statistics (publicly rel eased on
Cct ober 4) show that exports continue to perform poorly,
hit hard by the econom c slowdown in the United States
and Japan and by the weak gl obal demand for electronic
products. According to the National Statistics Ofice
(NSO, August 2001 export receipts dipped by 25.8% year -
on-year to $2.6 billion -- follow ng on year-on-year
declines posted in February (3.4%, March (4.0%, Apri
(15.8%, May (11.4%, June (23.4%, and July (19.49%.
Recei pts from shi pnents of el ectronic conponents (down
40.1%in US$ ternms) also shrank year-on-year for a sixth
month in a row. Cunulatively, January to August export
revenues declined by 13% from 2000’ s conpar abl e ei ght -
month level, with receipts fromelectronics (60% of tota
export revenues) down 21.4%

Mer chandi se exports to the United States (the

Phi li ppines’ | argest export market) accounted for over
28% of total export receipts during the first eight
mont hs of the year but suffered a 17% decline from 2000’ s



conparable level. Wth hopes dinmmng for a rebound in
external markets during the rest of 2001, full-year
export revenue -- which slowed to a single-digit growth
rate in 2000 -- appears headed for a year-on-year
contraction for the first tinme since 1985.

PHI LI PPI NE MERCHANDI SE EXPORTS
(I'n US$ MI1ions)

January — August G ow h

2000 2001 (%

TOTAL EXPORTS 24,365.0 21,203.0 (13.0)
Agr o-Based Product s 11,0954 1,083.7  (5.6)
Forest Products 21. 4 14. 8 (30.8)
M neral Products 433. 3 361.0 (16.7)
Pet r ol eum Products 247. 7 165. 0 (33.4)
Manuf act ur es 21,922.2 18,925.0 (13.7)

El ectroni cs Conponents 16, 016. 4 12,592.7 (21.4)

QG hers (mainly re-exports) 645. 0 703.5 9.1

Sour ce: Nati onal Statistics Ofice

SEPTEMBER YEAR- ON- YEAR | NFLATI ON SLOAS TO 6. 1%

Sept enber 2001’ s consuner price index (CPl) increased by
0. 2% nont h-on-nonth, the sane rate posted in July.

Al t hough the service index accelerated fromO0.2%to 0.3%
and the housing and repairs index fromO0.2%to 0.5%

Sept enber saw sl ower nont h-on-nonth increases for
clothing (fromO0.2%to 0.1% and m scel |l aneous itens.
Food and utilities (up by 0.1% and 0.4% respectively)
posted the sane nont h-on-nonth increases recorded in
August . Septenber 2001’'s 0. 2% nont h-on-nont h CPI

i ncrease also represented a deceleration fromthat posted
i n Septenber 2000 (0.5%.



On a year-on-year basis, inflation slowed to 6.1%in
Septenber -- the |l owest recorded year-on-year rate since
Decenmber 2000. Vis-a-vis August 2001's year-on-year CP
increase, all major indices except housing and repairs
(the rate for which remained at 7.4% posted sl ower year-
on-year inflation rates: food and beverages (4.2% from
4.49% ; fuel, light, and water (10.3%from 11.1%;
services (11.3%from 11.4%; and m scel | aneous itens
(4.1%from 4. 3%.

Year-on-year inflation averaged 6.6% during the first

ni ne nonths of 2001, within the governnent’'s 6-7%
targeted range for the full year. Barring severe
donmestic or external pressures on food, fuel prices, and
the local currency, year-on-year inflation is generally
expected to slow further in the nonths ahead. Prices in
the comng nonths also will be comng off a relatively
hi gh 2000 base (during which foreign exchange and oi
price-related price adjustnents had accel erated).

PHI LI PPI NE CONSUMER PRI CE | NFLATI ON

(IN 9
Year - on- Year Mont h- on- Mont h

Jan 2000 2.6 0.5
Feb 3.0 0.4
Mar 3.4 0.1
Apri | 3.7 0.2
May 4.2 0.4
Jun 3.9 0.7
Jul 4.3 0.5
Aug 4.6 0.7
Sep 4.6 0.5
Cct 4.9 0.7
Nov 6.0 1.2
Dec 6.6 0.7
Aver age

Jan- Sep 3.8

Jan- Dec 2000 4.4
Jan 2001 6.9 0.8
Feb 6.7 0.2



Mar 6.7 0.1
Apr 6.7 0.3
May 6.5 0.1
Jun 6.7 1.0
Jul 6.8 0.6
Aug 6.3 0.2
Sep 6.1 0.2
Aver age
Jan- Sep 6.6

Sour ce: Nati onal Statistics Ofice

GOP-U. S. FORGE AGREEMENT ON SHI PMENT OF HAZARDOUS WASTES

After six years of deliberations and negotiations, the
U.S. and the Philippines signed an agreenent on Septenber
20, 2001 concerning the transboundary novenent of

hazar dous wastes fromthe Philippines to the United
States. This agreenent is seen as econonmically
beneficial and environnmentally responsible, as well as in
keeping with international environnmental commtnents. As
a result, conpanies -- especially electronic and sem -
conductor firns -- nmay be allowed to ship hazardous
wastes to the U . S., which has the appropriate technol ogy
to process these wastes. Since the Philippines does not
have the capability to process hazardous wastes | ocally,
these firnms export their wastes to third countries or
stockpile them Thus, the bilateral agreenent presents a
conveni ent, | ess expensive, and nore practical
alternative for hazardous wastes disposal. The agreenent
enters into force when both sides conplete donestic |ega
requi renents. The Environnmental Managenent Bureau is yet
to issue an order inplenmenting the provisions of the

agr eement .



